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SUBJECT: INFORMAL MOF VIEWS ON IMF SUBSTITUTION 
ACCOUNT AND EC "SNAKE" 

1 . ACCORDING TO SENIOR MOF SOURCES, RECENT DISCUSSIONS 
IN EUROPE OF A POSSIBLE IMF SUBSTITUTION ACCOUNT 
ORIGINATED WITH THE IMF. THIS IDEA WAS DISCUSSED IN 

A VERY GENERAL WAY BY MR. WITTEVEEN DURING HIS RECENT 
TRIP TO EUROPE. HE APPARENTLY ALSO RELATED THIS IDEA 
WITH THE POSSIBILITY OF US GOLD SALES. MOF OFFICIALS 
WONDER WHETHER SUCH USG GOLD SALES WOULD BE TO THE 
MARKET IN ORDER TO BUY D-MARK OR OTHER CURRENCIES FOR 
INTERVENTION PURPOSES OR SOLD THROUGH THE IMF AND 
SOMEHOW RELATED TO A SUBSTITUTION ACCOUNT. MOF 
SOURCES SEEMED TO BE FISHING FOR INFORMATION. FINATT 
ASSURED THEM THAT HE HAD NO INFORMATION OTHER THAN 
THAT IN FRENCH AND GERMAN PRESS. 

2. MOF OFFICIALS INDICATED A MIXED REACTION TO THE 
PROPOSAL OF AN IMF SUBSTITUTION ACCOUNT. FIRST OF ALL, 

IT RAISES A QUESTION ABOUT THE INTEREST RATE ON SDR'S. 

FOR EXAMPLE, IF THE SDR WERE NOT REASONABLY ATTRACTIVE 
AS AN ASSET, THE SUBSTITUTION ACCOUNT COULD BE MERELY 
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A MECHANISM BY WHICH THE BUNDESBANK OR POSSIBLY THE 
BANK OF JAPAN ALONE COULD RID THEMSELVES TEMPORARILY 
OF UNWANTED DOLLARS AND REVERSE THE TRANSACTION WHEN 
THEY WERE WILLING FOR WHATEVER REASON TO HOLD MORE 
DOLLARS. MOF OFFICIALS INDICATED THEY WOULD NOT 
FIND THIS EITHER A FAIR OR VERY ATTRACTIVE PROPOSITION. 

NOR WOULD THEY FIND THE IDEA OF A SUBSTITUTION ACCOUNT 
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WHICH WOULD ACCEPT DOLLARS MORE OR LESS INDEFINITELY 
VERY ATTRACTIVE, EVEN IF THE INTEREST RATE ON SDR 
WERE RAISED SOMEWHAT. WITHOUT GOING INTO DETAILS, 

THEY INDICATED THAT A SUBSTITUTION ACCOUNT 
WHICH INVOLVES CLEAR TERMS AND CONDITIONS FOR 
SETTLEMENT WOULD BE AN IDEA THAT THEY MIGHT 
SERIOUSLY CONSIDER. ACCORDING TO THESE SOURCES, 

THE UK MONETARY OFFICIALS FAVOR THE IDEA OF A SUB- 
STITUTION ACCOUNT IF THE YIELD ON SDR S IS INCREASED. 

MOF OFFICIALS SUSPECT SELFISH MOTIVES RELATED TO STERLING 
BALANCES IN THE UK'S SUPPORT OF THIS PARTICULAR IDEA. 

IN THEIR VIEW, THE FRG ALSO WISHES TO PURSUE THIS 
IDEA WHILE THE OTHER EC MEMBERS, LIKE FRANCE, HAVE 
MIXED FEELINGS. IN ANY EVENT, NO STAFF WORK IS 
UNDERWAY 
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AT THE MOF OR THE BOF; AND NO EC POSITION AS SUCH 
EXISTS. IT SEEMS MOF SENIOR OFFICIALS ARE WAITING 
FOR THE DISCUSSIONS AT THE IMF INTERIM COMMITTEE 
MEETING IN MEXICO CITY BEFORE DECIDING HOW THEY 
WANT TO APPROACH THIS MATTER AND WHAT IF ANY STUDIES 
THEY NEED TO UNDERTAKE. 

3. THERE HAVE BEEN DISCUSSIONS AT THE HEAD OF STATE 
LEVEL ABOUT SOME KIND OF "ZONE OF STABILITY" FOR EC 
CURRENCIES. THE UK REPRESENTATIVES HAVE ARGUED THAT 
EVEN A GENERAL "ZONE OF STABILITY" DOES NOT REALLY 
DEAL WITH THE PROBLEM SINCE IT IS NOT A PROBLEM OF 
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INTRA-EC CURRENCIES BUT A PROBLEM BETWEEN THE DOLLAR 
AND PARTICULAR EC CURRENCIES. THE FRENCH TEND TO 
AGREE, NOTING THAT ARRANGEMENTS ALREADY EXIST FOR DEALING 
WITH INTRA-EC CURRENCY PROBLEMS SUCH AS THE 
SITUATION IN ITALY OR THE SITUATION IN FRANCE BEFORE 
THE ELECTIONS OR EVEN THE STRUCTURAL PROBLEM IN THE UK. 

IF THIS IS THE KIND OF PROBLEM TO BE ADDRESSED, THEN 

EXISTING ARRANGEMENTS COULD EASILY BE EXPANDED 

TO TAKE CARE OF IT. DURING THESE DISCUSSIONS, THE FRG 

TOOK THE VIEW THAT THE EC SNAKE WILL REMAIN IN ITS 

PRESENT FORM REGARDLESS OF ANY MORE GENERAL ARRANGEMENT 

FOR A "ZONE OF STABILITY". ACCORDING TO THESE SOURCES, 
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THE GOI IS SIMPLY NOT IN A POSITION TO PARTICIPATE IN 
ANY SCHEME NO MATTER HOW GENERAL. THERE IS A CLEAR 
DESIRE BY THE GOF TO WORK WITH THE FRG AT THE 
POLITICAL LEVEL, BUT NO INSTRUCTIONS HAVE BEEN RECEIVED 
FROM THE POLITICAL LEVEL; AND AS A RESULT THERE HAVE 
BEEN ONLY VERY GENERAL AND VAGUE TECHNICAL DISCUSSIONS 
ABOUT A POSSIBLE "ZONE OF STABILITY". IN SHORT, NOT 
MUCH IS REALLY GOING ON; AND FINATT HAS THE STRONG 
IMPRESSION THAT THE MOF WOULD LIKE THE GOF TO CONTINUE 
TO SAY ALL OF THE RIGHT THINGS ABOUT A "ZONE OF 
STABILITY" WHILE DOING VERY LITTLE TO IMPLEMENT IT. 

MOF OFFICIALS ARE TOTALLY OPPOSED TO GOF REENTRY INTO 
THE EXISTING EC "SNAKE" ARRANGEMENT, BUT AS EVENTS 
SHOWED IN 1975 THEIR VIEWS ARE NOT ALWAYS THE LAST 
WORD IN SUCH MATTERS. 

GAMMON 
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